ABSTRACT
INTRODUCTION
t a dinner meeting with former faculty colleagues in Summer 2001, John Noble poked at the food on his plate as he thought about the big decision. He said:
It seems like you would understand early on where you wanted to go, but it wasn't until around 2000 that eventually we sat down and said: 'What do we want to be? Do we want to be a regional player? Do we want to be a niche player? Do we want to compete with the big boys? Do we want to get big or go home?' We looked around and said: 'We think we could make it as a niche player. Do we want to try for the homerun here? Do we start to get our financing in order and swing for the fences?'
That was why that win was so sweet. They had evaluated the other competitors and they had been really disappointed in the performance, scalability, and flexibility in a hundred things. They had done an ROI with all the academic players and Noble was square at the top of their document. So product-wise, cost-wise, service-wise, the total cost of ownership-wise, they evaluated Noble as best.
Once Noble landed its first really big customer in Summer 1999, the pace quickened. John said:
So then here's what occurs … lots of activity to support this new big fish that we had landed. But then that big fish becomes a champion for you to go after other big fish. That customer helped to generate lots of great sales leads for us. Of course we didn't land all of them, but our exposure in the marketplace increased dramatically.
Once Noble Systems made a series of small sales and the one really big sale, it needed additional staff. Noble hired a Vice-President of Sales in Summer 2000. It also succeeded in making a second big sale in Summer 2000.
John summarized Noble's marketing strategy:
Higher ed was our bread and butter. By Summer of 2000, we had started to investigate corporate training as an outlet for our product; we even had our first few small-scale corporate sales, but higher education was still where we made most of our money and where we focused most of our energies.
THE ACADEMIC SALES CYCLE
To sell to the academic target market, Noble Systems focused on selling directly to the senior levels within the higher education institutions; the goal in doing so was to shorten the sales cycle slightly and help with sale closure rates -directors and administrators were the ones who controlled the budgets and spent the money, not professors and staff members. In describing the marketing efforts, John said:
We couldn't afford to advertise. In the academic space, lots would happen at educational conferences. We would go to these conferences, setup a small booth, and demonstrate our product. Conferences were enormously expensiveour last conference cost us about $60,000 -but we got a contract out of every conference we attended. There were several that we would go to every year. We would typically have a small to medium size booth. They were real meat markets. All sorts of our competition attended. The other little fish like us were there; also the really big players like the Microsofts and the IBMs and the Apples also were always there. The big players were impressive; their booths were incredible -probably a half-million dollars or more for a few days.
Those conferences really wind up being the start of the sales cycle. You get a business card, you have a contact, you have a conversation, and you do some really off-the-cuff high level needs assessment. The people with the prettiest faces and the best personalities and the strongest handshakes are there.

The first thing was she ensured that for each customer there was a single point of contact. It provided one name and face that the customer knew and that person had responsibility for that account. That helped. It seems like such a trivial little thing, and it is, but that account manager has final responsibility and should have complete knowledge of that account. So that is the first thing that she did.
The second thing that she did was to say 'We are going to come up with a very formalized schedule. We are going to develop a measure of bug severities. Short of the most severe bug, we are never going to touch code in a live environment again. You will always touch code in a development environment and then roll out the new version of the software in planned releases.' Carol formalized the release schedule. She formalized the documentation release notes. She formalized the documentation of the whole process to the customer. She also formalized the process of doing an install. I am not a formalized person. Furthermore, because I built it, I had good knowledge of the whole system and I knew what I could do and when I could do it. Well that is wonderful, but it doesn't scale very well. If you have one person in the universe that knows how to do something and he is hit by a bus, you are screwed. So what Carol did was to codify the process.
As a result of Carol taking responsibility for operations, and as a result of hiring software developers to handle more of the software writing, John's role changed:
The thing I enjoyed the most was being the architect of the product. That's the thing for which I was best suited. While I didn't do as much software coding, I still wrote some code. I managed all of the tech staff who did most of the coding. All of our internal technology was my responsibility.
John also was responsible for determining how the customer's technology would interface with Noble's product and for evaluating new releases of competing products. He continued to be responsible for senior-level activities such as reading marketing reports, attending board meetings, and strategic planning.
To summarize his new role, John said: "If it had to do with the product, if it had to do with evaluating potential partners, if it had to do with any technology, it was my responsibility. If it was a customer-related or daily operational-related thing, it was Carol's responsibility. If it had to do with sales or dealing with investors or potential investors, it was Jack's responsibility." Jack O'Brien explained it this way: "I'd sell it, John would implement it, and Carol would handle customer relations." university accounts and had achieved several large sales to large college systems. As a result of the success in sales, Noble Systems continued to grow and add employees. In this time period, Noble had a total of 12-15 employees. Of these, 3 or 4 were software developers and most of the rest were in sales and marketing. John Noble was responsible for hiring and firing technical employees, Carol Jackson was responsible for customer support and project management employees, and Jack O'Brien was responsible for sales employees. John and Jack as founders and partners were the senior managers with responsibility for strategic management. As the day-to-day operations person, Carol was not responsible for strategic management.
HUMAN RESOURCES
Jack O'Brien explained that Noble had hired a consultant to write an employee handbook because some universities were demanding to see the handbook before they would deal with Noble Systems. Although Noble Systems had the employee handbook, Jack noted that they were still playing fast and loose with their HR; they were learning HR as they went along. John Noble said: "Human resources were very important from a cost perspectiveabout 80% of our costs were labor costs. But we had HR on autopilot and senior management did not put much thought into who should be responsible for managing HR and how." This was because staffing was done through personal contacts. John would hire his best and most promising MIS students for the technical work, and Jack would hire sales and marketing personnel who had experience from working for other local software companies. Employees were more like friends and family, so a formal HR system did not seem necessary. As a consequence, during this time period no formal employee performance reviews were done. Similarly, while employees were hired at market pay rates or slightly better, pay increases were haphazardly done and employees stayed at the same pay rate for long periods of time. However, Noble Systems did make use of stock options. John explained:
We have good relationships with our employees. Our employees are loyal and hard-working -they work long hours, nights, weekends, whatever it takes. We looked at this as a family, and we had said it a million times in a million different meetings, and we believed it as senior management, that if the company won, everybody should win.
Jack O'Brien agreed: "Our employees are very loyal to the company. They'll work nights and weekends. They'll stay in cheap hotels when traveling on company business. Everyone believes in John and me." The emerging threat of Blackboard and WebCT was due in large part to their financing and corporate parnerships. Noble Systems had never used institutional investors; instead, Noble was financed mostly by private or angel investors. An angel investor is an affluent individual who provides capital for a business start-up, usually in exchange for convertible debt or ownership equity. Noble Systems was still too small for an IPO. While it was primiarily Jack O'Brien's responsibility for finding and closing deals with angel investors, all of senior management had to spend substantial amounts of time raising capital from these investors. Jack O'Brien explained: 
THE EDUCATION COMPETITIVE LANDSCAPE
COMPETITORS GAIN TRACTION FASTER
The competition also is partnering with college textbook publishers. These partnerships result in the textbook publishers providing professors with course content already in Blackboard or WebCT, which frees the professors who use Blackboard or WebCT from having to do the work of loading course content into the eLearning system. John said: Jack O'Brien pointed out that he (on behalf of Noble Systems) approached one major textbook publisher and made a presentation to try to begin developing a partnership. However, the response from the publisher was to "Have your investment banker call our investment banker." Noble Systems did not have an investment banker at the time. WebCT had an investment banker and so was able to close the deal. The publisher's decision about which eLearning company to have as a partner was thus driven by financial and investment factors, not the product or the managers.
Jack O'Brien went on to explain:
Another challenge is that we're located in a small city of around 50,000 people in the Midwest while most of the tech action is in California. While we've been successful at hiring techies from the university located in town, it's not quite the same as if we were located in the heart of the tech action where almost everyone on every street is a techie. Furthermore, our location increases our travel costs. When we have to travel, we tend to stay in cheap hotels and stay over a Saturday night to get the cheap airfares.
Furthermore, the competitors were adding new employees faster than Noble. Noble had fewer than 20 employees while each of the competitors had 200 or more, which allowed them to more easily have specialized employees.
John Noble said: "I fear that they can beat us. We can win the battles and we can have a better product, but we worry that they could out-spend us, out-market us, and out-finance us." The concern was that if the competition became elephants while Noble remained a mouse that the elephants would step on the mouse. The senior management of Noble therefore began to explore target markets other than higher education.
THE POTENTIAL FOR OTHER TARGET MARKETS
Noble had a small handful of corporate accounts that were using the Noble eLearning system to train their employees, but corporate training was not Noble's main focus. John and Jack believed that the corporate market could be very attractive. There were lots of initiatives to incorporate the Internet into daily life. Just as the emerging business-to-business companies were developing Web-based products to revolutionize purchasing, so too the eLearning companies were developing Web-based products to revolutionize education and training. A strong part of Jack O'Brien's pitch to potential angel investors was the vision and potential for the Internet and eLearning to change how people educate themselves by facilitating life-long learning. John and Jack believed that eLearning could be bigger than e-mail by revolutionizing teaching and training. Thus, the potential was not only to revolutionize college education, but also to revolutionize how companies provided training. They summarized the vision that they were selling to potential investors by saying: "Life-long education any place, any time."
The corporate training niche actually consisted of several potential target markets such as insurance, real estate, fast food, and medical. John and Jack referred to each of these possible markets as "verticals." At the dinner meeting in Summer 2001, John said:
The best of these verticals is the insurance vertical. This is not a small vertical in that the industry requires every independent insurance agent to have continuing education training every single year. You're talking about 300,000 insurance agents in one US insurance corporation alone. Add onto that Canada and Europe, and you have an opportunity that is bigger than any university by orders of magnitude, and they have lots of dollars. So the insurance vertical is a big opportunity.
John and Jack said they were familiar with the insurance vertical because one of their salespersons had extensive personal knowledge of and contacts in the insurance industry. As a result, Noble managers decided to test a large market outside of higher education by using their insurance industry contacts. In February 2001, a major insurance corporation selected Noble for its virtual university for its 300,000 member agents. John and Jack felt this was a huge success for Noble because it illustrated the sales potential of at least the insurance vertical. They thought that if one sale could bring as many as 300,000 users, then it wouldn't take that many more big sales to make Noble one of the major players in the eLearning overall market.
John pointed out that the financial impact of this big sale depended on how quickly the insurance corporation implemented the Noble eLearning system. Noble's potential revenues from this sale was a function of four things: (1) the number of member agents that used Noble's eLearning system for training, which was potentially as high as 300,000; (2) the number of credits taken per employee, which averaged 15 credits per employee per year; (3) the price per credit, which typically was between $15 and $50; and (4) Noble's share of the gross revenue, which ranged between 20% and 30%.
John said Noble's actual revenue stream from this sale, however, was likely to be lower than the potential revenues because not all of the training would be immediately converted to Noble's system. John said that this was due to four factors: (1) It took time to develop learning content and move it into the Noble system. (2) It took time to change people's habits: if instructors were used to providing the training in other ways, they were reluctant to learn Noble's system and to switch. (3) The Noble system worked best with fast Internet connections while many of the insurance agencies were still using slow dial-up Internet connections. (4) It took time to gain acceptance for any one solution because different factions within the insurance corporation wanted to choose their own system. John and Jack began to explore other verticals based on personal contacts. For example, they saw a large real estate company as a potential customer in the real estate vertical and a large fast food company as a potential customer in the fast food vertical. John said: "If you think about a fast food company, the employee turnover rate is phenomenal. Every one of these employees needs to be trained on how to make the sandwiches and run the point-ofsales systems and all this other stuff. A huge amount of training is needed." Jack O'Brien pointed out that Noble System's relative small size also affected how they approached potential investors. For example, Jack said: "When potential investors come to our offices to check us out, we have to puff up to look good. We make sure everyone is in their offices working at their computers. I even had my niece sit at a computer pretending to work." Selling to corporate verticals was also riskier than selling to higher education because universities don't go bankrupt or renege on their contracts while businesses do. For example, in one instance, Noble had a signed contract for $250,000 that the corporation walked away from. Noble did not have the money to take them to court.
VALUING NOBLE SYSTEMS
One debate that the founders had was the value of the company. They had already turned down an offer of $10 to $12 million. In reflecting on that decision, Jack said:
At the present time in mid-2001, one controversial approach to valuing a business when P/E ratios cannot be used because earnings are negative uses the price-to-revenues ratio (P/R) in place of the P/E ratio. In particular, to estimate the price (value) of a non-publicly traded company, some stock analysts use the average P/R ratio for publicly traded companies in an industry multiplied by the forecast earnings of the non-publicly traded company.
Tables 2 and 3 show the P/R ratios for some publicly traded companies in the business-to-business ecommerce industry and in the eLearning industry. The average P/R ratio is used by some managers and investors to estimate the value of non-publicly traded companies, such as Noble Systems. Other stock market observers, however, suspect that the resulting valuations are wrong for most companies. The problem is that analysts don't know which companies will be losers and which companies will be superstars. 
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The Clute Institute Table 4 shows Noble Systems's 10 year quarterly forecasted net cash flows based on three sets of assumptions made by Noble's senior managers: low (extremely pessimistic), middle, and high (extremely optimistic). In this Tables 5 through 7 show the Income Statement, Balance Sheet, and Cash Flow Statement for Noble Systems. The source for all of these tables is the company records 2001. In the Summer of 2001, Noble Systems reached a critical decision point. The competitors in the higher education market developed better financing, marketing, and partnerships with textbook publishers, which Noble Systems had not been able to match. Noble Systems tested the waters outside of higher education by making a sale to a major insurance corporation to use Noble's eLearning system for corporate training. While corporate training markets were attractive for their huge sales potentials, John and Jack did not understand these markets as well as they understood higher education. Additional challenges of the corporate training market included more demanding customers and increased risks. The decision they faced in Summer 2001 was: Where would they get their future business? Higher education? Corporate training? Could they raise the capital to do both? Could they find partners? Should they sell the business?
Time Frame of Case
The decision-point in the case is set in Summer 2001. Is the case too old? Based on our class-testing of the case, we have found the age of the case to be one of its significant strengths for several related reasons.
In particular, the case is set near the peak of the dot-com bubble in a high-velocity market that was caught up in the bubble. As we have seen with the more recent bubble in real estate, the occurrence of market bubbles appears to be a regular occurrence that students need to learn to recognize and to analyze. Thus, cases that are set during bubbles provide students with experience in recognizing bubbles, in analyzing the situation, and in making recommendations to successfully manage during bubbles.
A problem, however, is that cases set during the most recent bubble are of limited value because many students will remember from their life experiences that the case is unfolding during a bubble. In our experiences, this recognition by students severely limits the learning value of the case. That is, if students easily realize that the case is occurring during a bubble because their memories of the bubble provide them with irresistible hindsight, then their recommendations will tend always to be to sell the business immediately to capitalize on the inflated business values during the bubble. In practice, without the benefit of hindsight, it is not easy always to recognize that one is in a bubble. By studying older bubbles, we have found that very few students, if any, remember the bubble, thus increasing the learning value of the case. Instead of relying on hindsight, students learn to recognize and to manage successfully in the volatile business situation as presented in the case.
Furthermore, the case is set shortly before the terrorist attacks of 9/11/2001. The attacks had a significant effect on business, including the ability of small businesses to raise capital. The attacks had not been foreseen. Once again, we have found in class testing the case that sufficient time has now passed since the time of the case that few students, if any, realize that the case is unfolding immediately before an unforeseeable disaster because, while they remember 9/11, they don't remember in what year it occurred. Thus, instead of relying on hindsight, the age of the case allows students to focus on the high-velocity market situation as presented in the case.
Courses and Levels for Which the Case is Intended
The case and Instructor's Manual were written for undergraduate or MBA courses in strategic management. They can also be used in an entrepreneurship course if the instructor wishes to have a case that illustrates the strategic challenges associated with the decision whether to stay small and within the abilities of the founders, or to grow beyond their capabilities.
The case should be used as a capstone case later in the course because it requires the integration of business functions including financial analysis, marketing strategy, human resource strategy, appraisal of management performance, and possible changes in corporate strategy.
Teaching Objectives
Depending on the needs and preferences of the instructor, possible learning objectives for the case include:
1.
Analyze a business situation in terms of its strengths, weaknesses, opportunities, and threats. 2.
Appraise managerial performance. 3.
Evaluate the financial condition of a business. 4.
Evaluate the strategic human resource management of a business. 5.
Evaluate the marketing strategy of a business and assess its market potentials. 6.
Identify critical issues and problems. 7.
Recommend courses of action to solve the critical issues and problems.
Theory Application
The case illustrates the challenges faced by typical start-up businesses. The company has never earned a profit. Losses are being covered by cash infusions by angel investors. While significant business opportunities are present, the company doesn't have the money to pursue them all. Essentially, the case involves problems of growth, vision, potential, and management.
The problems illustrated in the case can be analyzed using theories such as:
Research Methods
The information contained in the case was collected by interviewing the two co-founders of the company. The authors tape recorded and transcribed the interviews to serve as the basis for the case. Thus, the quotes contained in the case are real. The information provided in the exhibits was provided by the founders and are actual company data or reports.
While all of the data and other facts are real, the name of the company and the names of the people in the case have been disguised at their request.
One of the co-authors of this case was one of the co-founders of the company. The other co-authors are colleagues of this person.
Suggested Teaching Approaches
The case is well suited for both presentations and written assignments. During the previous four semesters, two of the co-authors have class-tested the case in a total of 10 sections of their strategic management classes at both the undergraduate and MBA levels. As a result of this class testing, we have revised the case and the Instructor's Manual.
1.
What What are your recommendations? Your recommendations should be well supported with arguments and justifications.
The first three questions should be discussed in a single session of 50-75 minutes and the fourth question should then be discussed in a subsequent session of 20-30 minutes. Students are better able to develop and analyze recommendations after they've been exposed to a discussion that produces a common set of problems and alternatives. We have found that asking students to orally present their analyses and recommendations to the class has worked well.
Discussion Questions and Answers
1.
What is your evaluation of John Noble as a manager and leader? What grade would you give him as a leader and manager? What are John's objectives?
Manager: John clearly has a strong technical background and was the brains behind the product. However, as he admits in the case, he was not skilled at the administrative skills beyond the management of the technology part of the product. However, his recognition of this fact does suggest he understands the importance of developing processes for customer service, product development, marketing, and financial management. The organization was clearly in need of depth in Human Resources and strategic direction. As a manager of the technical side of the business and product, John would likely receive an A.
Leader: The case does not provide a lot of information on the early challenges of generating the startup capital. However, the founders must have been successful in generating outside capital from investors or they would not have been able to challenge competitors for leadership in this developing market. The cash flow exhibit reveals that on a year to year basis they were able to generate funds to pay for expenses not covered by operations. As the case states, they were not successful in generating "strategic relationships" or the "deep pockets" of WebCt and Blackboard. The important point behind this question is to point out the difference between strategic management and the need for leadership versus a manager who focuses on operations, sales, and customer service type of issues. Jack's role was to be a leader in raising capital and in making high-level sales. John and Jack shared equally the leadership role in making strategic decisions. As a leader with strategic responsibility John would receive less than an A.
John's objective as stated in the case was "…become wealthy enough that I could walk away from technology and the rest of the world and build things -work with my hands and things like that." John and Jack turned down the offer of $10 to $12 million to sell the company. This suggests either that $10 to $12 million wasn't enough to meet their objectives given the ownership dilution from angel investors or that they lost sight of their objectives.
2.
What problems does Noble Systems face?
To identify problems, students need to perform basic analyses to include: strategic analysis, SWOT analysis, financial analysis, strategic human resource management analysis, and marketing analysis.
a. Strategic analysis: What is Noble's current strategy? Which elements of their strategy are the strongest? Weakest? Does Noble's strategy provide a sustainable competitive advantage?
Currently, they are pursuing a best cost strategy. The case states that they provide the best product at a "moderate" or midrange price. Noble Systems is focused mostly on one particular market niche: higher Strongest elements of their strategy include a good understanding of the customers' needs, an outstanding product, and the technological skills to build the product. Once Carol Jackson was hired, Noble Systems' customer service and support also became a significant asset.
Their lack of size, strategic relationships, and lack of a large financial backer are significant weaknesses. Noble Systems' senior managers are in the process of reevaluating their strategic direction.
Their strategy in the educational market suggests they have the potential for a competitive advantage. The product is superior, does add value to customers, and probably is not durable because of the need to offer product upgrades and new versions. The owners made a strong case for the fact they had a sophisticated product that was well ahead of the competitors. The degree to which this product could be trumped by a new entrant is debatable. We would argue that with the pre-requisite internal processes and a flexible and scalable product, it would be difficult for a start-up to trump or leapfrog. Given the four criteria for competitive advantage, Noble appears to have a competitive advantage. However, Noble Systems has not shown that it can capitalize on this advantage.
Finally, Noble's orientation toward growth is reflected through the answering of three critical questions:
1. Should they expand, cut back, or continue their operations unchanged? 2. Should they concentrate activities with the current market or diversify into another or other industries? 3. Should they grow and expand nationally through internal development or external mergers, acquisitions, or strategic alliances?
The answer to these questions is usually composed of three general orientations called directional or grand strategies and includes growth, stability, or retrenchment. Their current strategy has been to concentrate on the educational market and emphasize horizontal growth through internal means. They are considering the advantages of moving to a different niche within the same market and continue with a concentration strategy through internal means because they have not been successful in attracting strategic alliances. Students will likely point this out through case discussion. They should also consider the viability of selling out as part of a retrenchment strategy. Stability does not appear to be feasible given how fast this market is moving and the problems Noble currently has with cash flow.
b. What does SWOT Analysis reveal about Noble's situation as of the end of the case?
Strengths
 Understood the academic market well.  Early entrant into the eLearning in higher education market.  John's impressive background, knowledge, and technical talent.  Superior product that is also flexible and adaptable to different customers.  Lowest total cost of ownership.  Achieved several large sales in academic market.  Ability to attract angel investors to fund operations and growth.  Good customer service once Carol was in place.  Noble had an impressive array of nationally recognized reference accounts.  John and Jack as strategic managers also have responsibilities for managing the human resources of the company, thus insuring congruence of HR and strategy.
 Corporate training customers are more likely to renege on contracts than in higher education.  Existing bigger competitors decide to pursue the corporate training market.  Technical problems hurts the company's reputation (e.g., the server goes down).  Consumer demand suddenly dries up because of a recession or some catastrophic event.
 Loss of a key employee.  Overdependence on higher education -if higher education goes mostly with competing products, they've lost their key market.
Summary of SWOT analysis: Noble has an excellent product with depth in technical expertise, and good customer service. However, they have formidable threats and weaknesses reflected by a lack of strategic leadership, problems in HRM, and critical cash flow needs. These weaknesses suggest that they will have a difficult time taking advantage of future opportunities and adequately responding to threats.  Debt/Assets: Highly variable with 1999 showing a relatively high degree of debt. Given lack of profitability, any costs of debt are not being covered.
 Asset Turnover: This has improved from 1998, and is a positive. Financial Conclusion: While the organization has shown positive signs in revenue growth, this is more than offset by the level and growth of operating expenses. The organizations current ratio/liquidity is a problem, especially the most recent year. The debt ratio has increased in 2001. Given the negative cash flows and profitability numbers, any additional debt becomes too much to cover. The asset turnover has improved, which is a positive. Overall, Noble Systems is in a very weak financial position that they've been able to cover so far with additional angel investors.
Discussion Note: Most students will probably recognize that Noble Systems has been playing fast and loose with their human resource management as a problem. Students need to recognize that the solution is not to simply hire an HR expert and formalize the HR procedures. Instead, students should recognize the importance of linking HR and corporate strategy.
The best way to link an organization's strategy and human resource management is to use an integrative linkage in which the organization's senior HR executive is a full and integral member of the organization's strategic management team. By using integrative linkage, the senior HR executive is involved in both strategy formulation and strategy implementation. The senior HR executive brings to the strategic management team knowledge of the organization's human resource capabilities, including its strengths and weaknesses. The senior HR executive can also insure that the strategy being developed can be successfully implemented. Since the human resources of an organization typically constitute more than half of the organization's costs, such integrative linkage is critically important.
From the founding of Noble Systems until the hiring of Carol Jackson, the two founders and senior executives with primary strategic management responsibilities were John Noble and Jack O'Brien. These two senior executives were also responsible for managing the human resources within their respective areas of responsibility -John had responsibility for hiring and managing the technical employees and Jack had responsibility for hiring and managing the sales and marketing employees. Thus, until the hiring of Carol, Noble Systems used an integrative linkage of HR and strategy.
In addition, while the company had hired a consultant to write an employee handbook, it is not clear that the company actually implemented the procedures in the handbook. As Jack notes in the case, they were still playing fast and loose with their HR, even though John notes that "Human resources were very important from a cost perspective -about 80% of our costs were labor costs."
As Noble Systems grows, they will eventually have to hire a senior HR executive who can implement appropriate HR policies and procedures. To recreate the desired integrative linkage, it will be important that the newly hired senior HR executive be a full member of the company's strategic planning team.
e. Marketing analysis: What is your assessment of Noble's marketing strategy?
Noble's current target market is primarily higher education. In this target market, Noble has achieved moderate success with many smaller accounts and with several large, nationally recognizable universities. Due to the length and complexity of making sales in the academic market, Noble has begun targeting the corporate training market in general, with an emphasis on professional certification training. While Noble has achieved one significant success in the corporate training market, it is too early to judge whether Noble will be successful in this new market.
Noble's marketing mix can be characterized in terms of the 4 P's (product, place, promotion, and price). In terms of their product and pricing, they generally follow a best cost strategy. Noble's product is highly regarded in the market, while the price for their product is set at an average range. Noble promotes its product primarily through personal selling, word-of-month advertising, and tradeshow booths. Compared to the competitors, Noble is woefully under-funded in its product promotion efforts. Noble's competitors aggressively promote their products through extensive advertising and a large, fully funded sales staff. The competitors attend multiple conferences annually with impressive presences at those conferences. Due to the high cost both of traditional advertising and of attending conferences, Noble's ability to effectively promote its products is severely curtailed. Noble's place of distribution was via the Internet.
Conclusion: What specific issues do John and Jack need to address?
There are several issues that students might wisely choose to put on John and Jack's worry list:
 How will they continue to attract the necessary capital to cover operating expenses?  What should they do about pricing and the implementation of a best cost strategy?  What market(s) should Noble Systems pursue or should they sell the business?  How can they attract strategic partners?  What should they do about their human resource issues? One of the reasons this case is interesting and useful is that there is no single best choice. Whatever alternative students choose to advocate, they should present a two-sided argument that brings out the pros and cons of their recommendation.
a. Spend resources to remain focused on the higher education market.
Pros:
 Remaining in a single niche allows focus.  It is their expertise -they know this market well.  They've been successful in this market.
Cons:
 Over-dependence on a single market.  Slow and frustrating selling cycle because of diffused and uncertain decision-making authority.  Strong competitors that have strategic partnerships and deeper pockets.  Not as large a market as corporate training.  Higher education market is growing slower than the corporate training market.
b. Spend resources to gain more customers in the corporate training market.
Pros:
 Solves over-dependence on relying on one market (higher ed).  Greater market potential than higher ed.  Leverage existing relationship in the insurance industry.  Existing competitors don't have a presence in the corporate training market.
Cons:
 Need more capital to expand into additional markets.  Lack of familiarity with the corporate training market.  Competitors could leverage their size and partnerships to attack this market.  Corporate training customers are more demanding.  Corporate training is riskier because corporations are more likely to renege on contracts than institutions of higher education.
Students should use the existing sale to the insurance company to illustrate the revenue potential for the corporate training market.
The case states that Noble's potential revenues from this sale are a function of four things: (1) the number of member agents taking training that uses Noble's eLearning system, which is potentially as high as 300,000; (2) the number of credits taken per employee, which averages 15 credits per employee per year; (3) the price per credit, which typically is between $15 and $50; and (4) Noble's share of the gross revenue, which ranged between 20% and 30%.
However, as noted by the case, the financial impact of this big sale depends on how quickly the insurance corporation implements the Noble eLearning system. Students will need to estimate the percentage of the 300,000 employees who will be converted to the Noble eLearning system. While the case does not provide a particular percentage, the case warns that the conversion will take an uncertain time for four reasons detailed in the case. There is no "right" answer. Each student's choice of the adoption percentage reflects the student's degree of optimism. The point that students should realize from this question is that the revenue potential depends critically on how fast the insurance company implements the Noble eLearning system, which is beyond Noble's effective control.
To illustrate the possibilities and the computations, we provide the following three examples: 
Pros:
 Leverage existing success in higher education and in insurance to expand into other corporate training markets.  Large market potential.  Reduces risk by spreading into additional markets.
Cons:
 Requires more capital than (a) and (b) alone.  Requires difficult choices in how to allocate scarce resources among the markets.  Loss of focus.  Noble managers and employees are already over-worked.
Discussion points: The evaluation of alternatives (a), (b), and (c) depends on how will they continue to attract the necessary capital to cover operating expenses? Noble has been successful raising the necessary capital to cover its most recent operating expenses. However, the stakes are increasing as competitors are spending heavily on marketing and leveraging strategic relationships. They will need to develop an attractive business plan for the corporate market and it is really questionable given their current burn rate of cash whether they will be able to cover operating expenses long enough to shop a business plan for the corporate market. Even if they stay in the education market they will be challenged to generate the necessary capital to survive.
Students should recognize the company's poor financial condition. As a result, students should also recognize that there are not currently enough resources to pursue both markets, which is choice (c). This doesn't mean that they can't operate in both markets; it means that their current limited discretionary marketing money won't stretch across both markets. They have to choose one or the other market unless they can successfully find new investors willing to put up the capital for the risky proposition of pursing both markets. The riskiness of pursuing the corporate training market is compounded by their limited knowledge and experience in this market. Furthermore, as John Noble points out in the case, the corporate training buyer is much more demanding than the higher education buyer.
If they pursue the corporate training market, which would be "crossing the chasm," they will need to not only get a very large cash infusion but develop the internal critical mass to understand a variety of different markets and their training needs. They will not be able to play as fast and loose with their corporate training customers as they have played with their higher education customers. Selling the company obviously depends on finding someone who is willing to make an acceptable offer.
Students should use the information presented in the case to estimate the possible valuation of Noble Systems.
The valuation of Noble Systems can be estimated by at least two methods. The first method is to use the Price/Revenue (P/R) ratios. The P/R ratios were commonly used in 2001 to estimate the value of nonpublicly traded technology companies, although many analysts questioned the wisdom of doing so. Despite these concerns, one could follow the practice of the time and use the average P/R ratio of publicly traded technology companies as the basis for the estimation. Tables 2 and 3 in the case show the relevant P/R ratios.
In Table 2 , the most relevant comparison group is the eLearning companies. The mean P/R ratio of the four eLearning companies is 21.65. However, the mean is greatly influenced by Saba's outlying ratio. If Saba is excluded, the mean P/R ratio of the remaining three companies is 9.53. If we use a P/R ratio of 10 as the appropriate estimate of the P/R ratio for Noble, then the estimated valuation of Noble in 2000 would be their actual revenues of $446,731 (from Table 5 
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The Clute Institute   Table 3 shows directly that the mean P/R ratio among the three principle competitors is 8.7, while the median is 8.1. Table 4 also directly shows that the overall mean P/R ratio is 6.4, while the overall median is 8.1. However, the exhibit also directly shows that there is substantial variation in the P/R ratios among the publicly traded companies, from a low P/R of 0.2, to a high of 23.9.
If we use a P/R ratio of 0.02 as an estimate of the lowest possible P/R ratio for Thus, based on the P/R ratio, the valuation of Noble Systems is estimated to be between about $89,000 and $17 million.
While the use of P/R ratios was common in 2001, financial analysts questioned its appropriateness. A more appropriate method is to estimate the company's future cash flows, discount the future cash flows estimates to present values, and then add up the total of the present values. Table 4 in the case presents Noble's estimates of their future net cash flows over the 10 year period beginning in Quarter 1 2001. As noted in the case, the managers produced three sets of forecasts: low (extremely pessimistic), middle, and high (extremely optimistic). The table below shows the present value of each cash flow, as well as the cumulative cash flow numbers. The table uses a discount rate of 12%, which is based on the statement in the case that "Neither John nor Jack knew their actual cost of capital, but high yield corporate bonds averaged 12% in 2000": 
